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REVIEW OF FEDERAL FARM POLICY

(Agricultural Processors and Suppliers)

WEDNESDAY, SEPTEMBER 13, 2006

HOUSE OF REPRESENTATIVES,
COMMITTEE ON AGRICULTURE,
Washington, DC.

The committee met, pursuant to call, at 10:05 a.m., in room
1300, Longworth House Office Building, Hon. Bob Goodlatte (chair-
man of the committee) presiding.

Present: Representatives Pombo, Lucas, Moran, Gutknecht,
Johnson, Osborne, Bonner, King, Neugebauer, Boustany, Kuhl,
Foxx, Fortenberry, Sodrel, Peterson, Holden, Etheridge, Baca, Mar-
shall, Herseth, Cuellar, Melancon, Costa, Pomeroy, Boswell,
Larsen, and Chandler.

Staff present: Kevin Kramp, Ben Anderson, Bryan Dierlam,
Pelham Straughn, Callista Gingrich, clerk; Christy Birdsong, Nona
Darrell, Chandler Goule, Clark Ogilvie, John Riley, and Anne Sim-
mons.

OPENING STATEMENT OF HON. BOB GOODLATTE, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH
OF VIRGINIA

The CHAIRMAN. Good morning. This hearing of the House Com-
mittee on Agriculture to review Federal farm policy with agricul-
tural processors and suppliers will come to order. I would like to
thank all of you for joining us here today for the committee’s 12th
hearing albeit the first hearing convened in Washington to review
the 2002 farm bill since February, the committee has traveled to
11 States in various regions of the country to gather feedback from
producers about the future of farm policy.

We have also had a number of subcommittee hearings in other
States. As well, we have heard from 116 producers at the full com-
mittee hearings through our series of field hearings, and today we
are happy to hear from a variety of organizations that also have
a stake in our farm policy.

Today’s witnesses represent agricultural processors and suppliers
throughout the country. These processors and suppliers play an im-
portant roll in our agriculture sector, and I will look forward to
hearing what they have to say. As you know, our current farm pol-
icy is set to expire in September 2007. The new farm bill was writ-
ten to cover 6 crop years and address the issues facing American
agriculture at that time. There is little doubt that the 2002 farm
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bill has worked as it was intended and provided America’s farmer
and ranchers with a strong safety net.

However, today we find ourselves under new and different cir-
cumstances as we prepare to draft the next farm bill. In 2002, the
Government was coming off of its first surplus in decades, so
money was plentiful for agriculture as well as many other sectors.
While the budget for next year won’t be finalized until after the
Congress convenes for the 110th Congress in January, we must be
realistic in our planning and anticipate the likelihood that agri-
culture spending may remain the same, and it is entirely possible
that it will decrease, though I will certainly be working with all of
the members of this committee to make sure that agriculture is
treated fairly in the budget process.

In addition, we need to recognize that the number of groups with
a vested interest in those agriculture spending dollars is increasing
daily. The result is that the pie, whether it be the same size or a
bit smaller, will have to be divided up between a larger number of
players. This means that we will have to be creative in how we ap-
proach the next farm bill to ensure that all involved in America’s
agriculture are equipped with what they need to continue their op-
erations. There are many factors that influence agriculture from
weather to trade agreements to Government regulations and input
cost.

American agriculture is a dynamic sector that is constantly
changing and evolving. Our farm policy needs to accommodate for
the changes in the influencing factors and the evolution of our agri-
culture sector and the feedback we gather from those working with-
in the agriculture industry will help us determine what issues need
to be addressed and how to go about addressing them. I would like
to thank all of the Members joining me here today, as many have
over the last few months throughout our field hearing series.

I would especially like to thank the witnesses who will be testify-
ing today. The information you provide to this committee will help
us as we move forward with developing future farm policy, and I
look forward to your input.

Speaking of input, let us get down to the business of the day
which is to hear from our witnesses. I respectfully request Mem-
bers to submit their opening statements for the record so we may
proceed with our first panel of witnesses. I have, of course, one ex-
ception, and I would like to not only recognize, but also thank the
ranking minority member, Collin Peterson, for his work with us on
all of the field hearings that we held around the country, which I
think were a great success and gathered a great deal of input from
America’s farmers and ranchers.

Without further adieu, the gentleman from Minnesota, Mr. Pe-
terson.

OPENING STATEMENT OF HON. COLLIN C. PETERSON, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MIN-
NESOTA

Mr. PETERSON. Thank you, Mr. Chairman, and I want to thank
all of the witnesses for joining us, and as you have said, we have
had a busy year so far on the Agriculture Committee traveling
around the country, and I look forward to these hearings as we
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continue here in Washington and hearing from other groups as you
say that have an interest in where we go with Federal farm policy.
I look forward to hearing from those witnesses.

A couple of things, and it is probably too late at this point, but
one of the big issues that we have in parts of my district in Min-
nesota, Mr. Pomeroy in North Dakota, Ms. Herseth in South Da-
kota and others is this disaster that is going on I would be inter-
ested in what impact that has had on your businesses in terms of
people being in dire financial straits.

We are having testimony from places that 10, 15 percent of the
producers are going to be put out of business. Concerns from bank-
ers and so forth. So if we don’t address that today, I would like
some input from all of you about what is the impact. As you know,
we are trying to figure out a way to get this ad hoc disaster bill
through, and we will continue to work on that.

A couple of other things I am interested in going into the future.
I have been spending more and more time looking in to cellulosic
ethanol, and we are doing hopefully some significant work to try
to get some commercialization of this going here shortly. And from
everything I can tell we may be moving in a very much different
direction in 10 years where we are going to have, we could have
20, 30 percent of our crop land in switch grass or similar kinds of
crops, which are very much different than what we are doing
today, and are very much different kind of farming practices, and
not going to take near as much fertilizer and pesticides and other
inputs that we are doing now, and I am interested, if any of you
have thought about this and are looking out into the future, about
how that is going to impact the whole infrastructure we have in ag-
riculture.

I think there is a lot of positive things there, but like anything,
there is going to be disruptions that are going to be caused if we
move in that direction.

I look forward to hearing from the witnesses today and would ap-
preciate any input on those two items. And I will yield to Mr. Pom-
eroy, if that is all right, Mr. Chairman.

Mr. POMEROY. I don’t have an opening statement of any kind
that I would make. I did want to inquire of the Chair whether the
committee will have an opportunity to discuss the disaster issue.
Many of us have come through a summer where our farmers have
absolutely been devastated by drought, and I think it is going to
be important that we have an opportunity to consider what has
happened and the need for disaster response, even preliminary to
action on the farm bill.

The CHAIRMAN. I thank the gentleman for his inquiry and the
committee is working with a number of Members and looking at
this very closely, and I certainly am committed to trying to find re-
lief, what exact form that discussion might take at this point I do
not know, but I will tell you that I have had many discussions,
both in hearings and in meetings with individual Members in
meetings of groups of members of the committee and that will con-
tinue until we find a solution.

Mr. POMEROY. I know the Chair was even involved in discussions
directly with some of the producers from North Dakota last night
that I appreciate, so you understand the urgency we feel in farm
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country to get a disaster response. I look forward to working closely
with the Chair over the next few days on trying to pull a plan into
place. Thank you.

The CHAIRMAN. I thank the gentleman.

We would now like to welcome our first panel. Mr. Robert
Frazee, chairman of the Board of North American Equipment Deal-
ers Association from Cazenovia, New York; Mr. Dennis Craig, exec-
utive vice president and chief operating officer of W.B. Johnston
Grain Company on behalf of the Agricultural Retailers Association
from Enid, Oklahoma; Mr. Jay Vroom, president and CEO of
CropLife America from Washington, DC; and Mr. Alex McGregor,
president of the McGregor Company on behalf of the Fertilizer In-
stitute from Colfax, Washington.

Mr. Frazee, we will begin with you and we would remind each
witness that their entire, no matter how long it is, statement will
be made a part of the record but we ask that you limit your com-
ment to 5 minutes and we will begin with you.

Mr. Frazee, welcome.

STATEMENT OF ROBERT FRAZEE, CHAIRMAN OF THE BOARD,
NORTH AMERICAN EQUIPMENT DEALERS ASSOCIATION

Mr. FRAZEE. Good morning, and thank you, Mr. Chairman and
members of the House Agriculture Committee.

My name is Bob Frazee, and I am president of Cazenovia Equip-
ment Company, which is a family-owned multi-location John Deere
dealership with eight locations in central New York. Myself, my
wife and our three sons own and operate the business. We cur-
rently have over 120 employees in our business, and we just re-
cently underwent an expansion with the addition of three of our lo-
cations within the last 15 months. Our customer mix is made up
of large dairies, small and medium size dairies, some low crop
farms, equine operation, hay growers, part-time farmers, large
property owners, landscapers and small contractors, commercial
mowing and landscaping companies, residential property owners,
golf courses, schools, and municipalities.

Approximately 50 percent of our $45 million in annual sales is
derived from our agricultural customers who are made up of almost
entirely of family owned enterprises.

I also serve as chairman of the North American Equipment Deal-
ers Association, NAEDA, which represents nearly 5,000 retail agri-
cultural industrial and outdoor power equipment dealers through-
out the U.S. and Canada which collectively employ about a hun-
dred thousand people. NAEDA works with 15 regional affiliate as-
sociations in the U.S. and three in Canada. And it is on behalf of
those associations and the dealers that they represent I am here
to talk about the 2007 farm bill today.

In my own business and throughout the industry, one of our
most pressing needs is finding and keeping qualified people. We
anticipate adding 8 to 10 people within our organization within the
next 6 months, and right now throughout the U.S. there is over
5,000 job openings in our industry with the likelihood of another
9 to 10,000 jobs becoming available within the next few years.
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I would like to ask Congress to consider allocating funds in the
farm bill to help educate our youth about the opportunities in agri-
culture, vocational education and other job retraining programs
should also be considered and supported to train and enable indi-
viduals to work in rural areas in businesses such as my own.

I would also ask that the next farm bill support a national en-
ergy policy with realistic and achievable goals to make the U.S.
more energy efficient and less dependent on foreign energy sources.
This energy policy should promote conservation of all fuels, encour-
age universities and institutions to conduct research and provide
education about energy and current development of alternate fuels
renewable fuels the next generation technologies for wind biomass
and coal, and should also oppose the use of Government incentives
for any imported biofuels.

On the matter of conservation, we support balance from the
needs of conservation with the needs of land use for feed, food and
energy production. We suggest that the USDA reevaluate the cri-
teria for re-enrolling under the conservation programs, particularly
the conservation reserve program. More emphasis needs to be
placed on authority given to each State agency to determine CRP
payment rates and acreage qualifications. Dealers throughout the
country have stated that too much land has been taken out of pro-
duction at payment rates that exceed local market conditions.
When this happens, rural areas and rural businesses have suffered
because of the decline in overall economic activity.

The farm bill needs specific language in which the USDA is given
leadership to establish conservation benchmarks. Benchmarks
should be of sound science measurable and consistent with the best
message practices for each State or region of the country. If we are
to have public support and funding for conservation members, the
public needs to know that progress is being made whether they
deal with livestock, wildlife, dust, air or water quality.

Rural America depends on agriculture. And agriculture needs a
farm bill that considers and incorporates fair trade roles and level
playing field concepts if we are to expect agriculture to grow and
expand and long term prosperity for agricultural businesses.

On behalf of North American Equipment Dealers, I would like to
take this opportunity to thank you for appearing before this com-
mittee and I am confident that when this process is done, you will
be able to develop a comprehensive bill that will meet the needs
of the public, our producers agri businesses and rural America.
Thank you.

[The prepared statement of Mr. Frazee appears at the conclusion
of the hearing.]

The CHAIRMAN. Thank you, Mr. Frazee.

Mr. Craig, welcome.

STATEMENT OF DENNIS CRAIG, EXECUTIVE VICE PRESIDENT
AND CHIEF OPERATING OFFICER, W.B. JOHNSTON GRAIN
COMPANY, ON BEHALF OF THE AGRICULTURAL RETAILERS
ASSOCIATION

Mr. CraiGc. Chairman, Ranking Member Peterson, and other
members of the House Committee, thank you for inviting me to tes-
tify today on behalf of the Agriculture Retailers Association. I am
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Dennis Craig, vice president and chief operating officer of W.B.
Johnston Grain Company based in Enid, Oklahoma. W.B. Johnston
is an independent family-owned business that was founded in 1893.
I am also chairman of the Agriculture Retailers Association Regu-
latory Policy Subcommittee and a member of the ARA board of di-
rectors. Agriculture retailers provide critical goods and services to
farmers and ranchers. ARA is also the only national trade organi-
zation that exclusively represents the interests of agriculture re-
tailers and distributors. As Congress reviews the current farm bill
and prepares for drafting of new farm legislation in 2007, the focus
must remain on the foreign policy that maintains our growing vi-
brant agriculture industry and rural communities they represent.
Accordingly America’s future farm bill policy should be framed by
consideration and performance of the current farm bill. The viabil-
ity of extension of the farm bill until WTO negotiations are com-
pleted and improvements to conservation environmental steward-
ship policies and growth opportunities for agriculture industry.

The commodity title of the farm bill is designed to provide a safe-
ty net for farmers that grow traditional crops. ARA recommends
that Congress review whether to target direct commodity payments
to farmers that remain involved actively in production agriculture
rather than focus solely on production history and landowners.
This will maximize the best use of taxpayers’ dollars and prevent
significant resources from going to landowners who do not farm
and are not involved in production agriculture.

ARA also suggests that producers with land and rural farm bill
programs should be required to consult with certified crop advisors,
pest control advisors or equivalently licensed local professionals.
Regarding a farm bill extension, ARA supports efforts in Congress
to extend the 2002 farm bill until any WTO negotiations are com-
pleted. Conservation programs have focused largely on maintaining
the productivity of cropland, as well as protecting watersheds, flood
prevention activities and reducing soil erosion and run-off.

Significant portions of the conservation or green payments are
distributed through the environmental quality incentives program,
which was originally designed to primarily assist livestock produc-
ers with confined animal feeding operations, to reduce soil, water,
air pollution and animal waste. In what appears to be “mission
creep” funds are now commonly being used for the construction of
both pesticides and storage facilities in environmentally sensitive
areas. According to NRCS since 1999, there have been 406 farm
sites that have received equip dollars for the construction of the ex-
isting or new agro chemical mixing and storage facilities. ARA be-
lieves that any built pesticides storage facilities funded through
this program should be inspected periodically to ensure with all
laws and regulations related to the proper storage and handling of
agriculture chemicals including proper secondary containment to
mitigate the risk of accidents or spills.

The 2002 farm bill also authorizes enrollment of up to 39.2 mil-
lion acres under the conservation reserve program with almost 35
million acres enrolled in 2005, $1.6 billion in annual payment rents
have been made. CRPs major target, soil erosion, has been reduced
significantly. USDA reports CRP has erased soil erosion by 450
tons per year through 2005. However significantly down from 700
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million reported in 1995. ARA believes that part of this results in
the millions of acres in land being rolled that is not environ-
mentally sensitive.

Another area of concern relates to Federal and State advocator
standards which are governed by FFTA laws. ARA believes that
professional applicators as well as private applicators should be
held to the same standards.

The farm bill farm policy, future farm policy must work to foster
increased financial opportunities for U.S. agriculture. The war on
terror, uncertainty in the Middle East, and increased fuel energy
prices has increased prompted interest in development of home-
grown renewable energy. ARA encourages Congress to support eth-
anol and bioproduction facilities for the benefit of rural commu-
nities in our Nation’s farmers. ARA is part of the 25 x 25 Agri-
culture Energy Coalition, and we support the goal of 25 percent of
the energy being produced from renewable sources such as biofuels,
wind and solar by the year 2025.

Thank you for considering ARA’s views and for the opportunity
to testify on this important issue.

[The prepared statement of Mr. Craig appears at the conclusion
of the hearing.]

The CHAIRMAN. Thank you, Mr. Craig.

Jay Vroom, welcome. Glad to have you back.

STATEMENT OF JAY VROOM, PRESIDENT AND CEO, CROPLIFE
AMERICA

Mr. VRooMm. Thank you, Mr. Chairman. And thank you for the
opportunity to be here. My name is Jay Vroom. I am president of
CropLife America, which is the trade association that represents
the agricultural chemicals industry here in the United States. We
appreciate your accepting our advance written testimony and in-
cluding it in the record, and I will summarize quickly here.

We appreciate the invitation to provide input to the committee
as you frame the 2007 farm bill. It 1s a credit to you, Mr. Chairman
and of the committee, that you are reaching out to all segments of
U.S. agriculture including agro business and gathering input for
what is surely the most challenging and important farm bill ever.

The integral role of technology and specifically our CropLife
members technology and the productivity of the American farmer
and the added contributions that our technology makes to a wide
range of conservation endeavors is our main theme for today’s
hearing. As most listening today have a working knowledge of the
agriculture contributions of pesticides, I would like to focus more
on the conservation contributions, but ask if you would consider in-
cluding executive summaries of two reports that our CropLife foun-
dation have done in the last year and a half on the value of herbi-
cides and the value of fungicides for the production of crop reduc-
tion, and I will provide those to the clerk.

We understand that an agriculture subcommittee hearing will be
scheduled for later this month to focus on a pesticide forum for spe-
cific pesticides regulatory topics. I will save comments and remarks
for those critical issues for later.
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To begin, our conservation technology story would be inappropri-
ate without first noting the past farm bills, particularly the last
three, have provided such as enormous environmental benefits to
our country through the leadership of the House and Senate Agri-
culture Committees by making use of Federal foreign policy to en-
courage and require conservation.

It is under that policy umbrella that my industry’s contribution
to conservation has literally flourished. Working cooperatively with
our farm customers, the Federal Government and a wide variety of
other partners or stakeholders like Ducks Unlimited, for example.

Some examples of the integral role of crop protection technology
and agriculture conservation accomplishments are in four broad
areas. Number 1, the impact and contribution of herbicides to soil
and water conservation. That is widely known and very much writ-
ten into the fabric of the current farm bill and previous farm bills.
We are proud of the contribution that herbicides really have made
by use of our farm customers and enabling soil conservation to ad-
vance beyond the targets and requirements of current farm policy,
and also the subsequent conservation elements of water conserva-
tion and water quality that have been achieved through of incred-
ible penetration of reduced tillage and no tillage practices by Amer-
icgn farmers, again, on the critical hinge point of the use of herbi-
cides.

Herbicides have also contributed to energy conservation in Amer-
ican agriculture in a variety of ways. Again, back to soil conserva-
tion, the less trips that a farmer has to make over a field, the less
diesel fuel and other fossil fuels that are required for tillage, hence,
considerable improvements in energy conservation that are result-
ing. Also the use of modern pesticides technology contributing to
the productivity gains of the American farmer have also allowed for
greater availability of crops to be used in biofuels. Ethanol and bio-
diesel as examples.

Third category is labor conservation. One of the facts that is
brought out by our herbicide study that our foundation has devel-
oped is the fact that without herbicides, if we had to rely on hand
weeding it would probably require a labor equivalent of the avail-
able time of every teenager in the United States. We have yet to
get a letter of thanks from the teenagers of America from saving
them from that labor drudgery of weeding fields, but I expect one
any moment.

The last category is in the area of wildlife conservation that I
wanted to mention, Mr. Chairman. We think that it is significant
that we have been able to demonstrate through Ducks Unlimited
partnership with our member companies that indeed, the control of
invasive species that make it difficult for wildlife to flourish by
using herbicides to control those species is a really great example,
among many, about the contribution of pesticides to wildlife con-
servation.

Trade is also an important issue which you are focused on, and
we appreciate the delicate balance that you are faced with with re-
gard to the sensation of progress in the Doha Round. We recognize
the importance of trade for a wide variety of reasons, but going for-
ward, we think it is so critical that America stay at the trade table
because we need not only new trade agreements to expand our ag-



9

ricultural exports benefiting our farm customers, but also to en-
force those rules that are on the books, like the protection of intel-
lectual property. Simply stated, it is not fair for American farmers
to operate in the United States where IP laws are enforced and
their competitors in countries like Argentina and Brazil are lit-
erally allowed to steal technology while their governments look the
other way.

Mr. Chairman, we appreciate the opportunity to be before you
today. We look forward to entertaining questions from you and the
other members of the committee and continuing to work with you
as you frame and develop the 2007 farm bill with the objective of
keeping the American farmer productive, profitable, competitive in
an ever more challenging global market. Thank you.

[The prepared statement of Mr. Vroom appears at the conclusion
of the hearing.]

The CHAIRMAN. Thank you, Mr. Vroom.

Mr. McGregor, welcome.

STATEMENT OF ALEX McGREGOR, PRESIDENT, THE
McGREGOR COMPANY, ON BEHALF OF THE FERTILIZER IN-
STITUTE

Mr. MCGREGOR. Mr. Chairman, committee members. I am presi-
dent of a family business that provides crop inputs, agronomic ad-
vice and equipment for farm families who raise wheat, legumes and
other crops in the inland Pacific Northwest. We have raised wheat
and livestock ourselves for 125 years. My thanks to you, Mr. Chair-
man, for coming last fall to the Pacific Northwest to hear from
farm families. My 350 McGregor colleagues and I serve growers in
43 farm communities. Businesses such as ours, schools and the fu-
ture of rural towns all depend upon the survival of family farms.
We hear of hardships faced by family farmers everyday. Cautious
bankers reluctant to provide operating lines. Growers who have
had to let go farm help, who have had to sell equipment or land
to raise cash or who have decided to leave their farms. A grower
told me that he has farmed here since 1952, and this is the worse
emergency we have known in this lifetime. We truly need assist-
ance and we need it now. Another spoke of his family having
farmed for over 125 years, but over a century of sweat and hard
work will be in vain without some form of immediate help.

Secretary Johann’s comments last month, the wheat growers
have really had a rather challenging time of it. You don’t collect
LDP in counter-cyclical payments with this current farm bill. There
has been an unanticipated shock in the farm economy. Fuel prices
have increased 113 percent and fertilizer costs 70 percent since
2002.

With the cost of natural gas increasing from the $3 range earlier
to as high as $15 late last fall, farm families in the fertilizer indus-
try have been crippled. We have lost 35 percent of domestic ammo-
nia production. We urge you to pass consensus energy legislation
before the recess. No other action could give us a better chance to
provide affordable plant food for the American farmer for the next
several years. We urge your support for energy disaster assistance,
including relief from a brutal upward spiral in energy prices which
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growers could not pass along to their customers. By acting now, we
will be able to assure farm families and their bankers that there
is reason for hope. Maintaining full funding for agricultural pro-
grams is a tall order indeed, but necessary if farm families and
communities are to persevere. Placing more emphasis on direct
payments would provide the most reliable cash flow of all program
components for us as growers and would greatly help us secure op-
erating credit.

A target price more aligned to today’s market conditions or a
counter-cyclical payment based on revenue rates other than price
alone would shore up some of the missing fibers in today’s safety
net. We support conservation programs, but if they are to reward
the best and motivate the rest, they must be fully funded and effi-
ciently administered.

Where our certified crop advisors can be of help and where grow-
ers wish us to, we can assist this technical service providers in pro-
viding practical guidance in meeting the objectives of conservation
programs. Soil conservation requires adequate organic matter
which can only come from decent yields and from the available nu-
trients available to produce them. Offering incentives for input re-
duction is a step backwards in these efforts. As any grower will tell
you, fertilizers are plenty expensive. They aren’t about to use any
more than necessary. And what is needed in one area has little
bearing on another.

We are committed to helping them develop site-specific nutrient
management plan needed to produce good yields, adequate soil or-
ganic matter and improved water quality. As a grower wrote me
last week, I have three farmers around me who hung it up this fall.
Others are on the verge. If there was ever a time for a safety net,
this is it. Without some help, it has been estimated regionally that
more family farms will fail in the next 2 years than in the aggre-
gate of the past 15. As one of my customers wrote Congress, we
have had a severe economic storm hit us and we are running out
of hope. We seek your help as house Agriculture Committee mem-
bers in framing a new farm bill that fine tunes what we have with
functioning safety net provisions.

I believe Homeland Security must encompass the ability to
produce home grown fields that meet exacting regulatory stand-
ards. The ability to produce nutrients domestically, to nourish
those crops and the use of the extraordinary human and technology
resources we have that allow us to very efficiently field fellow
Americans of people around the globe. We need to be able to offer
some hope for young people for farm families and for the agricul-
tural communities surrounded by amber waves of grain. Never has
there been a more important time for us to be able to go home and
tell our farm neighbors yes, there is hope for the future.

Thank you, Mr. Chairman.

[The prepared statement of Mr. McGregor appears at the conclu-
sion of the hearing.]

The CHAIRMAN. Thank you, very much. I am going to begin the
questioning with you and it will relate to amber waves of grain. I
am aware that my colleague and friend from Washington, Con-
gresswoman McMorris is planning to introduce a bill this week
that would establish counter-cyclical payments for wheat by class.
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Wheat counter-cyclical rates would be established consistent with
the way wheat loan rates are established by wheat class. I would
like to know what your views of this legislation are, and if it would
improve safety need for producers in your area.

Mr. MCGREGOR. The safety net has been set inadvertently so is
low to the ground so if wheat growers qualify, they are likely to
have suffered in the process reversible financial concussions from
impact with the turf. The loan rate for Soft White wheat for in-
stance, is far below production cost. The counter-cyclical calculation
and average of all class is far beyond their reach. Proposed legisla-
tion action led by Congresswoman McMorris will help by allowing
the Secretary discretionary authority to address counter-cyclical
payments when severe imbalances occur among market prices of
different classes of grain. We agree beyond that with the Secretary.
Wheat growers across the Nation haven’t been able to make use of
safety net help when they have needed it.

The CHAIRMAN. Let me ask you another question. You suggest in
your testimony that we place more emphasis on the direct payment
program. Some would argue this has created incentives for land-
lords to no longer have farmers farm their lands, since payments
are decoupled from production we can’t require specific crops to be
grown to collect the payment. Are you concerned that this problem
would occur in wheat if we raised the direct payment to a level
that landlords no longer need tenants because a direct payment
has been increased?

Mr. MCGREGOR. Well, I understand those concerns. I am con-
cerned from day-to-day interaction with agricultural bankers who
view something like DCP payment as a portion of the farmers’
budget that can be counted upon and who view other variable as-
sistance as something that doesn’t carry as much weight. So one
of the strong benefits is it provides something else to help bankers
make positive designs about providing operating lines.

The CHAIRMAN. Mr. Craig, let me follow up with you because you
said in your testimony direct payment should go directly to the
farmers and not be based on production or landowner history. I am
wondering, do you know what effect that would have on crop share
renters and would this separate landowners from the risk of the
crop in favor of cash rent to the disadvantage of renters?

Mr. CrAIG. That becomes a problem because it is an interaction
between the landowner and the person that is actually farming the
ground. And somehow or another, I am not going to suggest that
we get in the middle of making up those contracts between the two.
But it is a very touchy situation. And our view, I think we would
be much better served that the person that is actually farming the
ground be entitled to those payments. But that has got to be a con-
tractual arrangement between the landowner and the person that
is farming it, and when you get into cash rent payments, those are
contracts on one hand.

The other hand, you have crop share input share arrangements.
It is a tough question to really get into, to really delve right down
into how it would affect the whole country, because I think it is
going to obviously be different in different parts of the country.

The CHAIRMAN. Thank you. Let me flip another question in to
Mr. Frazee. The 2003 tax bill enhanced section 179 expensing pro-
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visions for equipment purposes, and I would like you to tell us
what impact section 179 expensing has had on your business and
that on your customers. Did many farmers and ranchers take ad-
vantage of that?

Mr. FRAZEE. Yes, without doubt, it has had a big positive impact
on our business and most of our agricultural producer operations.
By being able to defer taxes as a result of the accelerated deprecia-
tion. It has brought forward purchases which have been beneficial
and more than the obvious ways of increasing agribusiness activity.
It also has had conservation and energy benefits, because the more
rapidly we can replace aging machinery with more modern machin-
ery that takes advantage of modern technology and is more produc-
tive, it is more energy efficient. It is cleaner burning. And tech-
nology also has enabled us to increase productivity further result-
ing in conserving more fuel by such new technologies as GPS, as-
sisted steering, yield monitoring and yield management informa-
tion systems which enable us to vary inputs in the crops based on
the soils productivity capabilities.

So all we say the faster we can replace some of these aging
equipment with more technically advanced products, there is huge
benefits for us. So I would strongly support making that a perma-
nent extension.

And I also would, with appreciation, currently there is a bill un-
derway, H.R. 4236, which would also establish a 5-year deprecia-
tion cycle for agricultural equipment now as opposed to the current
seven, and I think it would be that would also have a positive im-
pact on our industry, and I would certainly encourage all of the
members of this committee. I know several of you have cosponsored
this bill, but I would certainly like to see that become enacted
upon.

The CHAIRMAN. Thank you, Mr. Frazee. One last question, Mr.
Vroom. In your testimony, you discussed the positive conservation
role played by products manufactured by your members’ compa-
nies. Are there any statutory or regulatory barriers to using your
company’s products when tackling conservation problems on both
public and private lands?

Mr. VROOM. Yes.

The CHAIRMAN. Do you want to elaborate briefly?

Mr. VRooMm. Certainly. In regard to the Endangered Species Act,
I would think would be the No. 1 obstacle in that intersection be-
tween the use of our technologies and the ability to continue to ad-
vance and protect wildlife and wildlife habitat. Mr. Pombo, of
course, has given great success on this side of the Hill to moving
legislation that would make a lot of progress towards right aligning
of the Endangered Species Act and reauthorizing it in a way that
would modernize it to allow a lot of those problems to be dealt with
in a more scientific and logical way.

We have concerns with regard to what we think is a mistake by
the courts in enforcing the Clean Water Act with regard to regula-
tion of pesticides and putting the users of pesticides in double jeop-
ardy in regard to requiring pesticides. Some of these court deci-
sions to be regulated as a point source pollutants when they always
have been regulated at the point of use under FIFRA, and as non-
points or water quality potential contaminants.
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So that is another area again where there is legislation intro-
duced in both the House and intended to address that. We would
hope also that the administration would make final some regula-
tions that would also seek to address this intersection of the Clean
Water Act and FIFRA.

The CHAIRMAN. Thank you.

The gentleman from Minnesota is recognized.

Mr. PETERSON. Thank you, Mr. Chairman. And Mr. McGregor. I
agree with you we need to do something about these wheat, the
wheat situation or we are going to be in the same shape we are
with oats and barley. We are not going to grow it in this country.
That is where we are heading. So hopefully we with can work
something out. Are you folks familiar with this study that was
done, I think last week, or came out last week a number of brought
up the CRP, and this study done by the Agriculture Policy Analysis
Center at the University of Tennessee on the economic impacts on
the agriculture sector elimination of the CRP, and apparently what
they are looking at is allowing the CRP to kind of terminate as it
goes along, so there would be maybe over the next number of years.

But, according to this study, if we allowed that to happen, crop
market returns would decrease by $22 billion, net income would de-
crease by $9 billion. Government payments would increase by $31
billion, and if we allow the CRP to go back to 45 million acres,
which it was originally, it would actually increase farm income by
$10.6 billion and decrease Government payments by $12.7 billion.

So I just am asking, I guess, have you seen this study? What do
you think about it? I think, bottom line, and I haven’t had a lot
of time to analyze this, but I would guess that what is driving a
lot of these numbers is the fact that we are in the export market
selling at below the cost of production with all commodities and we
have been for some time, and it is going to be interesting to see
what happens out there because my folks especially, the folks who
grow corn have a different attitude. They are no longer very much
interested in exporting corn. They are interested in putting it into
ethanol because it is worth more money.

So there is going to be some interesting things happening here
just because of the economics of what is going on with fuel and the
interest in this country to get more energy independent.

Those of you who know anything about this, could you comment
on what you think about this, starting with Mr. Frazee.

Mr. FRAZEE. Well, I am not at all familiar with the study that
you just referred to. The CRP payment program, I think, needs to
put more into the controls of the state farm service agencies, be-
cause they seem to have a better grip on what the local market
conditions are, and I think they would be better served in a better
position to keep the payments for land that is put into the program
in line with local market conditions. How that impacts what the re-
sults of this study. I am not for obliterating the program, but I
think if they had local control through the States then we would
have better effectiveness.

Mr. PETERSON. Anybody else want to comment?

Mr. McGREGOR. I have not seen that study. However, I have
seen people in the Pacific Northwest make the painful decision to
put their whole farm into CRP for lack of any other way they can
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maintain any financial integrity as a family. I have had people tell
me I hate to put the place into CRP, but is there any hope? And
I look at the No. 1 and No. 2 wheat producing counties in the
United States, Whitman and Lincoln Counties, Washington, and
the fact that there was such aggressive, even desperate move for
people to sign up in CRP there, and worried that indeed something
is amiss when our most productive areas have that kind of pres-
sure. It is my hope that there can be more emphasis upon funding
for continuous CRP for buffers and filter areas which would have
environmental benefits and also would hopefully not lead those pio-
neer family farms in the position where the only way out is to put
the whole place in the CRP.

Mr. PETERSON. Mr. Craig.

Mr. CRAIG. I am not familiar with the study. However, I do know
that in our area, there has been a lot of acres go into CRP that
basically has driven up land values in certain parts and certain
parts of the State. We have had customers that have decided, re-
tired people that have actually decided to sell their land. That peo-
ple are interested in actually purchasing the land have gone to
them and asked them to enroll those acres in CRP before actually
sell the land.

I do agree with you that it is going to be very interesting down
the road to see how energy policies, how ethanol and biofuels, what
kind of effect they actually have on acres shifted from one crop to
another. We feel that we will see corn acres buying acres away
from CRP. We also think they will be buying them away from
wheat and beans to a certain extent. So it is going to be interesting
to see the shift. There are acres that definitely do need to stay in
the CRP programs which relate to highly sensitive areas, those sort
of things that Mr. McGregor just touched on.

Mr. PETERSON. Well, I would ask each of you to take a look at
this study, and if you could get back to me after you have looked
at it and tell me what you think. But I would have to say and I
have people in my area that have put land in CRP because that
was the only way they could survive and save the farm.

They are getting $50, $60 an acre. And that number is what is
saving the farm. Now I wouldn’t blame the CRP program for over-
paying. I would blame the market place and the Government pay-
ments for underpaying because at 60 bucks an acre, nobody is get-
ting rich. And I think that says something about the overall profit-
ability of agriculture as opposed to criticizing CRP which has pro-
vided all kinds of other benefits. So I would appreciate you looking
at the study and let me know what you think.

Thank you, Mr. Chairman.

The CHAIRMAN. I thank the gentleman.

The gentleman from Nebraska is recognized.

Mr. OsSBORNE. Thank you, Mr. Chairman. And thank you all of
you for being here today. And I would like to start with Mr.
McGregor. You indicated that you thought the safety net was inad-
equate, and I realize a lot of your comments have revolved around
production of wheat, and I understand that concern. But I won-
dered if you could flush that out a little bit more as to exactly what
you would like to see different in the farm bill if you want to en-
hance the safety net, how would you go about doing this.
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Mr. MCcGREGOR. I will be pleased to comment on that addition-
ally. As indicated before, and as I mentioned in passing, more em-
phasis upon the direct payment the DCP will provide the most reli-
able cash flow of all the program components for farmers, will help
them secure operating credit, will help us comply with inter-
national trade obligations and will put more of a safety net in place
than we have had in the past.

I also think a higher target price or counter-cyclical payment
based upon revenue would really help. The factory organization has
done studies of target revenue scenarios looking at county level
revenue targets per acre based on historical prices, yields, pay-
ments under current programs and then would make payments
when actual per acre county revenues fell below a targeted level.
The hopeful we can build upon, the 2002 farm bill, and provide
some safety net provisions that really will work as was intended
before.

We had so many circumstances come upon us that were unfore-
seen in 2002. Certainly, the run up in energy cost to the degree
that it occurred was unanticipated, at least by me, and I think by
very many others. So the need for a safety net with a stronger
DCP, I would suggest personally that moving from 52 cents to $1
with wheat would be significant enough so that would provide a
valuable tool for a grower in securing operating credit. Tweaking
the target price. Some things can be done like that that build on
1(:1he 1:itrength of the current farm bill, and I would hope we would

o that.

Mr. OsSBORNE. Well, thank you very much. I appreciate your com-
ments. I think the European Union is at least claiming that they
are beefing up their direct payments and kind of patting them-
selves on the back as to how compliant they are now with world
trade which would be a little bit suspect in many of our minds.

One thought that I have had. I think you have alluded to it at
least briefly is the idea of revenue insurance. I think all of us some-
times cringe a little bit about base acres and how that gets people
locked in to certain crops and decided to just throw it out to the
panel in general. Let us say you had 500 acres, and you can show
a revenue history of X number of dollars over the last 5 years. Pro-
viding a safety net maybe 90 percent of that, 85, it gets into insur-
ance. We have some products out there like that now. Can any of
you see the farm bill moving in that direction, or realize we have
some concerns maybe with WTO compliance but that would be
more compliant with LD pass and countercyclicals at the present
time. So any thoughts you might have on that issue? Anybody.

Mr. MCGREGOR. Of course, the devil is in the details, the devil
is in the details on any revenue insurance program and they can
become extraordinarily complex. But for me, as a farmer, to be able
to receive some protection against wild swings in revenue would be
a very good thing if we could figure out how to do that and make
it workable across the broad geography and very different crops of
the United States. That will be a tall order. But revenue protection
conceptually would be an important plus.

Mr. OSBORNE. My time is up. I yield back.

The CHAIRMAN. The gentleman from North Carolina, Mr.
Etheridge, is recognized.
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Mr. ETHERIDGE. Thank you, Mr. Chairman. Mr. McGregor, in
your testimony, you suggested payments to farmers for economic
loss, due to high energy costs, and as these costs have tremendous
impacts not only on fertilizer, but on really everything a farmer
uses, particularly fuel costs, and right now at harvest time, that is
a big issue, even though we are saying a little mitigation for those
who use diesel fuel hasn’t come down much. During August, I
heard a lot from our farmers because in my part of the State, and
really in the southeast, there is an awful lot of tobacco grown and
they use a substantial amount of propane for curing and diesel fuel
for moving it, and the same is true for those who wanted to harvest
a little corner of the bins.

I think they will have second thoughts this year. But my ques-
tion to you, and I would like to hear you elaborate on it because
of the parts of the country and how it is divided it up and you real-
ize how complicated it is, as we think about that, how could we im-
plement it in a way that would be fair nationwide, considering the
variety as I would appreciate here for that. Let me add one more
piece while I am at it.

Because it is more than just natural gas, fertilizer because all of
those are tied to agriculture particularly in a huge cost. It also
adds all of the transportation chemicals upon the users and I have
had a lot of farmers say to me some this year, this is my last year.
I am out of here. Because every penny I make, I laid out my plan
in the spring and now I am going to lose money and I can’t keep
doing this. I would be interested in that, because I think this is a
critical piece maybe dealing with energy policy, but it is about a
food policy and the security of this country.

Mr. MCGREGOR. Indeed that concern that growers have been
sharing with you is one we hear 1,500 miles away. Very fearful
people about what lies ahead. Part of this solution we hope is in
addressing the energy bill with some legislation that will open up
known reserves of natural gas that can be brought on line in less
than a year where pipelines already exist in Lease Sale 181 area
in the gulf. Hopefully, that will be of value. But it is a scary time
for people when the price of hydrogen has improved somewhat and
it will stay where it is until the next hurricane or calamity and
that is not very firm footing.

I would hope that an energy component in a farm bill could pro-
vide assistance should average farm energy costs as calculated by
national agricultural statistic service or USDA spike beyond 10
percent in a crop year that would require as you indicated informa-
tion that would vary by crop and by region, but I think through our
national agricultural statistic service resource, we could get there.

Mr. ETHERIDGE. Thank you, sir. Mr. Craig, in your testimony,
you indicated that Congress shouldn’t look at production history
when directing commodity payments. However, given the WTO
rules requiring us to right our commodity title programs to start
basis period, or else we will wind up being sued. What do you sug-
gest as an alternative, I guess is my question as we get ready to
write a few farm bill.

Mr. CraiG. What I was referring to, sir, was when we look at
production history for example in Oklahoma because of the
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drought, we have 14 country elevators in west Elvina that did not
originate what one of those elevators did a year ago.

And we have got a lot of folks out there who are in a lot of trou-
ble. So low-yield histories, this year compared to previous years,
obviously has resulted in higher prices for wheat, and the counter-
cyclical payments and LDP payments are triggered by price, so
higher prices; even though we had higher prices, our yields were
so low, and that is what I was referring to.

Mr. ETHERIDGE. In effect, what you are saying is, you need to ex-
pand the number of years you are using as your basis. If you have
several years of disasters, that will reduce a yield?

Mr. CraiG. That, or possibly we should look at another direct
payment or a higher direct payment, versus counter-cyclical pay-
ments and LD yield that are tied to price.

Mr. ETHERIDGE. I see. Thank you.

Thank you, Mr. Chairman. I yield back.

The CHAIRMAN. Thank the gentleman.

Gentleman from Texas, Mr. Neugebauer, is recognized.

Mr. NEUGEBAUER. Thank you, Mr. Chairman.

First of all, Mr. Vroom, were you there in 1964 and 1965 when
I was hoeing as a high school student in the summertime?

Mr. VRoOOM. I was out there in a different field, same time.

Mr. NEUGEBAUER. Mr. McGregor, we hear a lot about, obviously,
the impact of high natural gas prices on the fertilizer industry; and
one of the things I hear is that we have lost a lot of fertilizer plants
to other countries because of our natural gas prices and the vola-
tility in the United States.

Can you elaborate a little bit on how many we have lost and the
impact that that has had on your industry?

Mr. McCGREGOR. We have lost 24 nitrogen plants in the United
States, plants that produce anhydrous ammonia which is, as you
are aware, not only an important nitrogen product itself, but the
feedstock for the other nitrogen products from which it is formu-
lated.

In all, we have lost 35 percent of our ammonia production be-
tween 1999 and 2006; and I am fearful that that trend will con-
tinue if we don’t take a more responsible position in finding the
natural gas feedstocks needed to produce that nitrogen to replenish
the soil.

Every time I see buses in Washington, DC that say fueled with
clean natural gas, I think of the 3 percent of natural gas used for
agriculture for drying corn and other crops and for producing nitro-
gen, and I think, what could be more valuable than us using that
to produce foodstuffs for Americans and people overseas?

So I hope that we open the door some to allow us access to
enough domestic natural gas so that that industry can endure and
not go into a free fall, which would be harmful for all.

Mr. NEUGEBAUER. Thank you.

Mr. Frazee, I noticed the chairman mentioned 179 depreciation,
bonus depreciation. There are some folks who think we ought to
implement that throughout the industry and just go to the year
that you make a capital expenditure, that you just deduct it and
do away with depreciation schedules.
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I know that you talked about moving from 7 years to 5 years for
farm equipment. What would be the impact, do you think, on the
industry if we went to a policy of when you buy it, you expense it?

Mr. FRAZEE. So, in all, what are currently capital expenditures
would be expensed out the year purchased?

Mr. NEUGEBAUER. That’s correct. So if I buy a John Deere tractor
this year and it is $150,000, I just expense it. If I buy two of them,
I expense $300,000 and that is the year. Now what that does is,
there is no depreciation schedule obviously down the road, and so
you may have a low-income year in the sense that you had a heavy
capital expenditure year, and then the next year you don’t have the
depreciation expense.

Mr. FRAZEE. It would certainly give businesses the opportunity
to adjust their purchases in relation to their income, and it would
probably enable them to minimize their taxes to a greater extent
than they would now. However, I would be little concerned about
how the Government would run.

Looking at it from a small business, medium-size business of
most of those that are involved in agribusiness and the producers,
I can’t see but what they would be able to take advantage of that
to the point where they would reduce their tax liabilities to vir-
tually zero every year.

Mr. NEUGEBAUER. It depends on when they bought it. In other
words, some of those are expensing that over a 5-year period of
time, or 7, depending. Obviously, giving the Government less
money to spend is not necessarily a bad thing, but what I am
afraid of with some of the current policy we are looking at, you say,
Evell, this year you get the bonus, next year you might not get the

onus.

Sometimes I think we artificially stimulate the market in mak-
ing people make tax decisions rather than business decisions; and
I am for consistent policy in this country where we would make
people make business decisions rather than tax decisions. And just
going to a policy of the year that you buy it, because I am afraid
the guy might buy two tractors this year because he is thinking—
obviously, it doesn’t cover the two tractors.

Do two things this year and do none next year, I would think for
your business or some of the people you represent that is a difficult
thing for them to plan around.

Mr. FRAZEE. Well, it is a difficult thing for them to plan around,
and I think I would agree with you 100 percent, if we had a con-
sistency in our policies long term, so that we weren’t either moving
purchases forward or postponing them just for tax purposes, then
we could get back to making capital expenditure decisions based on
sound business practices instead of on tax implications.

That would be a big benefit.

Mr. NEUGEBAUER. Think about that.

Thank you, Mr. Chairman.

The CHAIRMAN. I thank the gentleman.

Gentleman from North Dakota, Mr. Pomeroy, is recognized.

Mr. POMEROY. I am having staff distribute to Members a couple
of charts that would be basically a predicate for the comments and
the questions that I will offer. They reflect the devastating dimen-
sions of the drought that has plagued this production cycle.
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You will note that the drought monitor, which is the one that has
this coloration, reflects a broad-spread drought of extreme severity.
This isn’t going to be news to many of you because many of you,
Republican or Democrat, represent some of the really torched areas
reflected on this chart.

I will tell you that in North Dakota is our third-worst drought
in recorded drought history, and it was truly sickening to walk
around on pasture grass that literally snapped under your feet be-
cause it didn’t have a speck of precipitation, to stand on ground
that was utterly brown in early July, to see the impact on the har-
vest.

The second one shows here that this is a drought that continues.
This is the drought severity index, and again many of you will not
be surprised to see that this is a problem that isn’t over. Indeed,
it is projected to continue.

Mr. McGregor, I thought that you captured very effectively some
of the emotion you are seeing in your customers as they are pushed
right to the wall with this kind of devastating disaster loss.

Mr. Chairman, I appreciate the discussion we are having on the
farm bill. I appreciate the efforts you have made to get all over the
country, hearing directly from folks, but I think that we need to
focus right now on the need for disaster response in agriculture
and the need to do it in September before we break for the Novem-
ber elections.

Mr. McGregor, do you feel that you are on the brink of losing
some customers?

Mr. McGREGOR. Last year, we lost three to four customers in
each one of the 43 farm communities we serve; this year, the pace
is likely to be faster than that. I am very concerned that this is a
watershed time where action must be taken if we are to preserve
the family farm communities in anything resembling their current
shape.

Evolution is an inevitable part of agriculture, but I hate to see
conditions become so severe that it seems as if there is no choice
but to race for the exit. I think action now on a disaster bill would
make a huge difference for those who have suffered the calamity
of drought, hail, all sorts of catastrophic circumstances that have
hit around the country and for growers who have also suffered
from the sudden onslaught of energy prices catapulting up, which
of course—as you are well aware, they cannot pass along the cost
increases, only receive the surcharges themselves.

Now is a crucial time and we hope that Congress will act.

Mr. POMEROY. I think you make an interesting point. It is vital
to get the assistance out to those who need it, and it is vital to send
hope that there is going to be some help on the way.

I think the message the Secretary of Agriculture was trying to
send when he came to South Dakota and announced there was
going to be a response, $800 million response, that is far short of
what we need, but it is something. But upon inspection, it looked
like $700 million of that package was simply advancing counter-cy-
clical payments and the commodities who are getting those are
peanuts and cotton.

They don’t grow peanuts and cotton in South Dakota. It isn’t re-
sponsive to the hurt that we are seeing right in the heart of it. I
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don’t mean to say that in any way critical of the Secretary. He ac-
knowledged the problem, but now we need to work together to get
a more meaningful solution.

Mr. Craig, those elevators you are talking about aren’t getting
any bushels hauled in. Does that also reflect in your part of the
country a need for disaster response?

Mr. CrAIG. Yes. Yes, sir. Those elevators were our company-
owned elevators. Our company, we have a very difficult time look-
ing to the future trying to project budgets forward for this year. We
are extremely concerned if this drought continues in our part of the
country, we are extremely concerned about the health of agri-
culture as a whole and communities, rural communities, in those
areas. We are talking about schools, hospitals, implement dealers,
equipment dealers, the whole rural community itself.

The last couple of years we have lost customers. We are seeing
herds liquidated because of not only pasture, but also because of
no water.

People are changing cropping practices; they are trying some-
thing different. But it is very, very difficult to go into the banker
and get the extended financing. There are fewer and fewer banks
that are taking on larger agriculture portfolios today. That is de-
creasing.

Mr. POMEROY. I know my time is up.

Those are tough visits when you have higher input costs, higher
fuel costs, uncertain production circumstances, and you are carry-
ing service on debt because you just lost hundreds of thousands of
dollars in the prior two crop years in the case of many North Da-
kota producers. We need to act.

There is an old saying—I will paraphrase it—“When you are up
on your fanny in alligators, it is hard to remember you came to
drain the swamp.” now it is time for us to talk about the farm bill,
but we have something even more urgent and imperative. We need
to get a disaster response. And I call on my Members in this com-
mittee to join together and forge a bipartisan push. It has to come
out of the House Agriculture Committee, a bipartisan push to get
this disaster response and get it done in September.

I thank the chairman and I yield back.

The CHAIRMAN. I thank the gentleman for his comments, and as
I said to him earlier, I am committed to continue to work with him
and other members of the committee trying to address this prob-
lem, including working with the gentleman from Kansas, who is
now recognized for 5 minutes.

Mr. POMEROY. May I have this added to the record. I guess I
should formally request it.

The CHAIRMAN. It will be in.

Mr. MORAN. Mr. Chairman, thank you; and thank you for your
offer to work with me and other Members of Congress. There is no
question but what the urgent need in agriculture, at least on the
High Plains and, I have discovered, in many places in the country
is assistance related to weather-related losses.

I think there is a belief, a false belief in Congress, when we pass
a farm bill, that takes care of farmers; or we have crop insurance,
that takes care of farmers. And yet in both instances the farm bill
is designed to help us meet the needs of farmers when there are
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economic problems due to price, to provide a safety net. Crop insur-
ance serves its intended purpose in some fashions, but doesn’t meet
the needs of particularly farmers who raise crops not covered by
crop insurance and by farmers and stockmen who raise cattle not
covered by crop insurance.

And it doesn’t work well when there are multiyear disasters as
we have experienced on the High Plains year after year, the result
being that premiums go up, coverage goes down and crop insurance
fails to provide the necessary financial resources to keep farmers
farming.

And so if we don’t do something about disaster assistance in the
near future, what we will be dealing with is fewer farmers and
probably larger farmers, when we begin working on the farm bill
again in the spring.

So, Mr. Pomeroy, I would tell you that I asked a number of Mem-
bers of Congress to join me in my office, particularly Republican
Members, before the August recess to talk about this issue. We
look forward to working with you even later this week as we try
to bring farm organizations and commodity groups together to dem-
onstrate the need for assistance. And I appreciate the chairman’s
interest in this topic as well.

Just a couple of thoughts: I am interested from the—particularly
the equipment side maybe—and maybe it is also true of the chemi-
cal side of agriculture—what do we see in the world economy? Are
we selling more and more equipment abroad? Are we losing the
growth of agriculture to foreign competitors? How is your market
and what you sell; is it the domestic versus international?

Mr. FRAZEE. Well, in our case, it is. It has become a real world-
wide market for farm equipment. As I stated earlier, we are a John
Deere dealer. John Deere has worldwide production facilities and
manufacturing facilities, and the products move back and forth;
some of our product lines are built at Deere factories overseas,
some of the domestic production of Deere and other manufacturers
based in the U.S. is shipped overseas.

I am not on the manufacturing side of it, so I am not going to
try to begin to tie that. I can explain why that has happened, but
a lot of it has to do with the—as the company, as Deere wanted
to become worldwide, a lot of countries had domestic requirements.

Mr. MORAN. What about the sale of agriculture equipment? Do
you have a sense of whether a larger portion of what Deere is sell-
ing is sold abroad as compared to domestically?

Mr. FRAZEE. I don’t have a sense for that, to be honest with you,
except for certain product categories. I do know, for example, that
self-propelled forage harvesters, there are a lot more of those prod-
ucts sold in Europe than there are in North America.

Combines, it is just reverse; there are a lot more combines sold
in North America than there are in Europe, for example. But in
total number of units or dollars I couldn’t give you any percent-
ages.

Mr. MORAN. Mr. Vroom, in the chemical world?

Mr. VRoOM. Substantial shift toward agricultural chemical and
manufacturing for export in China, as well as India. And some of
the rules of the World Trade Organization, particularly with Chi-
na’s ascension into the WTO, are helping make sure that some of
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the intellectual property requirements are respected. But some
were not.

The other thing, of course, when you are dealing with a country
like China, 1,600 pesticide manufacturers hardly a one of those
doesn’t have some state ownership. That is an issue, but it is a fac-
tor that I think our industry is coping with.

And, frankly, the manufacturing quality in places like China and
India has increased substantially and it has shifted the market-
place in the United States. A substantial amount of the crop pro-
tection products American farmers use today are coming from over-
seas. We still are net exporters of these products, but margin has
narrowed.

Mr. MORAN. Mr. Craig, my time has expired, but perhaps you
can answer this question in writing later.

I am interested in hearing your perspective about transportation,
rail and truck in particular, short-line class 1 carriers. In our ele-
vator world, transportation is a huge component of our ability to
compete in the world. And I know that we have a significant dif-
ﬁcu(lit time in our rail, in particular, meeting our transportation
needs.

So I would be glad to hear from you if that is something you
would like to express on the record.

Mr. CrAlG. Well, I think transportation issues today are critical
throughout the U.S., whether it be rail, roads, trucks, bridges, or
water.

Today, when you go to the railroad and ask for their help, they
are going to ask, What can you do for me? Railroads, along with
all forms of transportation, are searching for efficiencies and at the
same time trying to meet their customers’ needs. They don’t have
enough equipment. They don’t have enough power. They are not in-
terested today in serving a short-line shipper. They want unit
trains; they want 110-car unit trains, and they want that train to
run both ways. And they want you to manage that train for them
for a certain part of the year. That has been our experience, and
that is where we have received our best rates. Today, we don’t have
any retail locations or grain facilities that are not unit train opera-
tors.

The short lines have gone out, and those facilities are operated
by truck; and that puts a tremendous burden on the infrastructure
as a whole.

Mr. MORAN. Thank you, Mr. Craig.

In addition to moving commodities, one of the things we try to
bring to the rail industry is awareness and recognition that with
biodiesel and ethanol plants, there is a whole new world of trans-
portation needs in agriculture that are desperately going to need
to be met.

Thank you, Mr. Chairman.

The CHAIRMAN. I thank the gentleman.

The gentleman from Georgia, Mr. Marshall, is recognized.

Mr. MARSHALL. Thank you, Mr. Chairman.

I would like to associate myself with the remarks of both Mr.
Pomeroy and Mr. Moran with regard to drought and disaster pay-
ments. I do think we need to address the long-term problem associ-
ated with the uncertainty associated with disaster payments.
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I have got a number of farmers who have CRP lands and would
like to gather pine straw. They contend that gathering pine straw
does nothing that is contrary to the CRP program, and yet they
can’t do it because it is commercial activity; and if they were per-
mitted to do it, they say that then they would be willing to take
less money to put their lands in CRP.

It seems to me that with competition for land that will ushered
in as a result of using a bunch of our crops for energy, it is going
to become more and more expensive for us to maintain our CRP
programs, and that those designing those programs in USDA and
on this committee need to be thinking a lot about how do we design
those programs in a way that furthers the conservation interests,
at the same time permits some commercial use of the properties
that is consistent with conservation interests, and so we will put
some dollars behind—frankly, I think it is going to get too expen-
sive for our CRP program to just put land aside and let it be totally
useless commercially.

I would be delighted to have some comments from you all about
how we might redesign our CRP program so that we can actually
encourage conservation in critical places and, at the same time,
permit commercial uses, which extends our dollars and gets more
lands used for conservation purposes.

Mr. Craig, you talked about this in your written testimony. You
might want to comment first.

Mr. CraAIG. I feel that class 3, class 4 land that is highly erodible
today, I don’t know that those acres will actually come out of CRP.
They shouldn’t, and we need to do what we need to do to make
sure that they don’t. Those are acres that shouldn’t have been bro-
ken out in the first place.

That is a tough question to answer. Those acres need to stay in
CRP, and they need to be used as filter strips and buffers.

Mr. MARSHALL. You do agree that as the competition for land not
only to feed folks but to produce energy goes up, we are going to
have to pay more? If we are going to pay market rates, we are
going to have to pay more money to keep those class 3, class 4
lands in conservation reserve because people are going to want to
use them?

Mr. CrAIG. That is exactly correct.

Mr. MARSHALL. So how can we introduce some value that the
landowner can get out of that property and yet keep it in some sort
of sort of conservation state so we are not eroding lands wildly?
That is the question.

Mr. CrAIG. I totally understand the question. It is basically going
to come down to economics, I think. I don’t know. A landowner is
going to look at what is the best economic value for the acre.

Mr. MARSHALL. I am not a farmer. But let’s say we could get in
particular lands the same kind of soil retention and restoration
from switch grass that when it is cut is only cut off at two-foot high
or something like that. Those are the sorts of things we need to be
thinking about and encouraging. And I think you all are going to
have to take the lead, because we are going to have a fair bureauc-
racy here that simply defends the conservation program.

“Let’s keep it Eden-like and not have anything occur on that land
that is at all commercial” is sort of where our mind-set is right
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now. Someone is going to have to bust through that mind-set if we
are going to have a practical conservation reserve program, and
you guys have to take the lead.

So any thoughts you have on that subject.

Mr. VROOM. Mr. Marshall, I think Congressman Peterson ad-
dressed this in his opening remarks that market opportunity for
biofuels, coupled with the evolution of technological advancement
for switch grass and maybe other crops that we haven’t even heard
about yet, will change these equations.

And I think you are exactly right that this committee and others
that influence policy going forward, around how CRP can be maybe
dual-use, both for conservation and renewable energy, is something
critical to our ability to then capitalize on those kinds of opportuni-
ties.

And I think you are exactly right that being able to get an eco-
nomic crop and still maintain the conservation objectives of CRP
land ought to be something that is entirely doable and could enor-
mously benefit our farm economy.

Mr. MARSHALL. I see my time is up, Mr. Chairman. I encourage
{:he chairman in guiding staff here to get us thinking along those
ines.

The CHAIRMAN. I thank the gentleman.

The gentleman from Oklahoma, Mr. Lucas is recognized.

Mr. Lucas. Thank you, Mr. Chairman. I apologize for being away
for a minute. When you have 20 members of the Oklahoma Farm-
ers Union, attention has to be focused on them always.

Mr. Frazee, let’s talk about CRP. You mentioned in your opening
comments about how you indicated in certain situations in New
York, perhaps that CRP rates were too high.

Is that a fair assessment of what you said? And if so, how does
that impact agriculture and conservation in New York State?

Mr. FRAZEE. Yes, there are cases where CRP payments are high-
er than alternative land uses for agriculture. And when that has
happened in any great degree, it has taken that land out of produc-
tion. So that whole series of the revenue that we would be getting
out of that land is turned over three or four times in the economy
so that the agriculture business in the whole rural infrastructure
is harmed. As a result of that land being put into a CRP program,
that payment is higher than market rates.

Mr. Lucas. So if we get the rates too high, then we change the
fiber of the community, we move it from production agriculture,
perhaps a tendency towards absentee land ownership at this point,
and we disrupt the community and we disrupt the agriculture and
the local community.

That is a very good point about what happens when the rates are
too high.

Mr. Craig, you mentioned in your testimony, if I understood you
correctly, the importance perhaps in the 2007 farm bill of making
sure that nonfarmers do not benefit from some of these payments.
And there have been a number of newspaper stories about land in
parts of the country that were once in production, that qualified for
the annual payments, that now because of different land uses have
become housing developments or whatever; yet those payments
come along.
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Is that the kind of thing you were getting at when you were talk-
ing about making sure that money doesn’t go to nonfarmers?

Mr. CraiG. Along those lines, yes, sir; and also the fact that
there is much acres today being used for recreational purposes, i.e.,
hunting, fishing, just to get out, a way just to get out of the city.
We see a tremendous amount of influx today from nonagriculture
use, nonagriculture producers driving land prices up for rec-
reational usage.

I don’t know that that is all a bad thing, necessarily. But those
payments—when those agriculture lands are in the programs, and
those payments—we need to make sure we send the payments to
people that are actively involved in agriculture.

Mr. Lucas. Along those lines, there have been discussions here
about alternative energy uses and how that would affect CRP in a
roundabout way in commodity prices.

You are very close to producers because they are making their
decisions and buying your products and using your services. Is it
fair to say that with the continued trends that we see in rural en-
ergy production, Oklahoma now having announced two 55-million-
gallon ethanol plants in two different communities in the State, for
example; do you think that if the renewable energy industry con-
tinues to take off—and we have a 7.5-billion-gallon requirement for
ethanol, passed into law in the energy bill last year. Do you see the
potential for some of this better land perhaps being pulled out of
CRP and put back into production if the economics are there?

Mr. CralG. Definitely that will happen. We will see energy buy
acres out of CRP. I think we will see energy buy land shifted from
other crops. We will see a shift. There will be land taken out of
CRP and put into growing production crops, that’s correct, whether
it be corn, wheat, beans, canola.

Mr. Lucas. So farmers are like any other good economists; they
respond to market conditions and adjust their decisions.

Mr. CraiG. They are going to adjust to decisions based on con-
tracts.

I think in a new farm bill we need to look at these CRP con-
tracts. Maybe we should tighten them up a little bit, shorten up
the years, give them opportunities to be more flexible.

Mr. Lucas. Flexibility, of course, is a big component of the 1996
and the 2002 farm bill and hopefully something that will be, once
again in a prominent way, in the 2007 farm bill.

Do you see those acres shifting in Oklahoma? Have there been
adjustments in how much wheat is planted? Have you seen farmers
responding to the market signals?

Mr. CrAIG. In north central Oklahoma, north of that corridor
around the I-35 corridor, up to the Kansas border, that area seems
to receive a little more moisture historically. Those acres are shift-
ing acres from wheat, traditional wheat, into corn and some beans.
Western Oklahoma, some of the better ground, the irrigated
ground, they are growing corn. And we see that continuing and we
see those acres of corn increasing.

Mr. Lucas. Thank you.

Mr. KING [presiding]. The Chair recognizes the gentleman from
Minnesota, Mr. Gutknecht.
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Mr. GUTKNECHT. Thank you, Mr. Chairman. And first of all, let
me apologize to our witnesses. This is a very busy day here in
Washington. We have lots of groups come in to see us, and it is not
that this is not an important meeting. The attendance isn’t as good
as it really should be, and I have been in and out myself, because
I have people who are coming to Washington to meet with me. Let
me apologize for that.

I have caught part of your testimony and part of the questions.
I don’t have so much a question, but more of a comment and per-
haps you will want to respond to it.

I have a gentleman who lives in my district who is now the presi-
dent of the National Corn Growers Association; his name is Gerald
Tumbleson. And Gerald Tumbleson made this observation; and I
have spent a lot of time just thinking about this, and I would like
to have you think about it, and if you care to respond, you can. But
he says, there are only two things the world needs more of: One
is energy and the other is protein. And I think as we begin to look
long term at farm policy here in the United States, I think we have
to have that almost as an underpinning.

As we look forward, as we sort of look over the horizon, we have
to ask ourselves, how is it we can shape farm policy here in the
United States so that we cannot only take advantage of what I
think is that fact, but become the market leaders.

And, again, I don’t expect you to have any brilliant answers to
that question or that comment right now. But I would hope, on the
plane on the way home you would think a little about bit about
that, and how do we craft the next farm bill so that we are in a
position that we become the world leaders in being a provider of
both energy and of protein.

And so, with that, if you care to respond to it, you are more than
welcome to. If you just want to take it home with you and think
about it, because I think in the next several months we have to
begin to think visionary in terms of, what kind of a agricultural
program are we going to have in the United States that will en-
courage our producers to be the world’s best in those two cat-
egories?

I yield. If you want to respond, you can.

Mr. VrRoowm. I think you have raised a very good point. And Mr.
Tumbleson is correct in focusing on these two high priorities. If you
think about another competitive country in contrast to the United
States, from an agricultural production standpoint, think of Brazil
and think of the expansion that they have enjoyed with regard to
soybean production. But at what cost in how they achieve that?

Have they actually done everything according to WTO rules in
expanding their soybean production or not? And are they playing
fair with regard to the way they allow their farmers to pay their
bills and the like?

Anothe big image that Brazil has is being so progressive with re-
gard to the dependence on ethanol and the growth of their ethanol
industry. But if you look at the facts, we already exceed Brazil in
ethanol production in the United States. We just happen to burn
a lot more gasoline than Brazil does. And if you add to that the
number of ethanol plants that have already been announced for
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construction in the United States, Brazil will never catch us with
regard to ethanol production.

So we need to protect what we have, make sure everybody is
playing by the same rules and try to continue to advance with re-
gard to trade as well as our domestic policy.

Mr. MCGREGOR. I would hope that we could continue to look at
energy produced by agriculture in a broader way, as well as beyond
foreign and ethanol. In the Pacific Northwest, we have opportuni-
ties, we think, to be able to produce biodiesel with canola. We can-
not grow corn there in dry land agriculture, but canola has poten-
tial. The challenge is it is the old chicken or egg conundrum, if you
will, a crushing plant would be put in if there were enough acres
to make the crushing plant viable. Growers would put in enough
ai:res if there was a viable market that would come from a crushing
plant.

I think there are some things that can be done, and I hope you
will consider.

We have focused upon canola research in our land grant univer-
sities on shoestring budgets; and more assistance to help us de-
velop varieties suited to the growing conditions of our region would
be very valuable.

Also, it is such a huge risk at such a perilous time for growers
to move into a rotational crop like canola; with a 7 percent loan
rate, that could mean failure. A stronger loan rate might give peo-
ple an ability to take some risk.

We would like to have other rotational crops and be able to
produce energy and hope you can help us.

Mr. KiNG. Gentleman yields back and the Chair would recognize
himself for 5 minutes and direct his first question to Mr. Craig.

We are looking at a corn crop this year. I don’t know if your tes-
timony has stated. Are we going to be in the area of perhaps 11
billion bushels?

Mr. CrRAIG. I don’t recall. I don’t recall actually saying that in my
testimony.

Mr. KING. I am asking if you think that is in the area. Would
you agree that we will raise perhaps 11 billion bushels of corn this
year, just as a matter of judgment call from what we know?

Mr. CrAIG. Yes, sir. Yes, sir. I don’t think that is out of the ques-
tion at all.

Mr. KING. And we are looking to the potential to be able to raise
perhaps 15 billion of bushels of corn.

And where I am going with this question—and I am watching
you nod your head to that number—as we produce more and more
ethanol, and the corn, the demand for more and more corn is going
to take a higher and higher percentage of our corn production for
ethanol, we think we can expand that production. But in the end,
if we take this thing out by, say, the year 2015, if we raise 15 bil-
lion bushels of corn, and we commit perhaps a third of that to etha-
nol production, a lot of us hope that will be 15 billion gallons of
ethanol.

Then what do we say to the feed grain consumers out there, par-
ticularly the swine industry and poultry industry? How do we meet
that demand as we watch the demand grow for energy production
out of our corn product, for example?
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Mr. CrAIG. Well, the numbers that you quoted, I think they are
definitely within reason; and I think that the possibility exists,
through genetic technology, that corn yield number could even be
higher, depending on the demand.

I do think that we are going to see a replacement from feed
grains, i.e., corn and feeding operations, that some of that will be
replaced with BDGs which will be a byproduct of an ethanol plant.
I think it could also be replaced with canola meal, for example, out
of a crusher or soybean meal out of a bean crusher. So there will
be some trade-offs.

It is going to be extremely interesting to see what happens down
the road, there is no doubt about that. Our hope, the agriculture
industry’s hope, is to see there will be some acres coming out of
CSP, obviously for soybean production where there is water avail-
able.

I think, too, genetics, as I said, will see increases. And so hope-
fully we can fill that void and fill that demand.

Mr. KING. Let me submit that the same equation—I appreciate
your response to the question—also exists for the soybean industry,
and so where I am really going with this question is, then do you
see our grain exports go up or down in the next 5 to 10 years?

Mr. CRrRAIG. They probably will not increase because of the de-
mand at home. But a lot of that is going to depend on genetics,
what kind of weather conditions we have foreign policy.

Mr. KiNG. In other words, you say if you anticipate a strong do-
mestic market that might keep more of that grain at home, or be
likely to?

Mr. CrRAIG. Yes. Obviously when we ramp up our energy product,
energy production, i.e., ethanol plants, more ethanol plants, more
demand, that will hurt export demand until we catch up with ge-
netics and land shift uses.

Mr. KING. Thank you, Mr. Craig.

And directing my next question then to Mr. McGregor, I listened
to your response in one of our earlier questions with regard to ni-
trogen fertilizer industry. I'm not sure my ear was tuned accurately
enough, but if I remember correctly, you said 25 nitrogen plants
have been shut down since 1995 and perhaps 30—was that 39 per-
cent of the production?

Mr. MCGREGOR. Thirty-five.

Mr. KiNG. Thirty-five percent of the production.

So then I would ask you, can you characterize for the committee
what the nitrogen production fertilizer industry in America looks
like today? How many plants have we left? And how long do you
ﬁxpeg’t them to hang on at these current natural gas prices that we

ave?

Mr. MCGREGOR. There are still a few U.S.-based manufacturers
of nitrogen. We certainly hope they will continue.

We have gone from being a nitrogen-exporting country to a coun-
try that imports close to 50 percent of its needs. New production
plants are going on line in countries of the Caribbean, in countries
around the Red Sea. We are not seeing new production plants
going on line in the United States.

I do think, with the availability of pipelines and infrastructure
already in place, out in a portion of the Gulf of Mexico that there
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could be a chance to provide a major boost for what remains of the
domestic nitrogen industry by providing us access to affordably
priced natural gas. And I hope that occurs.

Mr. KING. And Mr. McGregor, I asked the question because my
reaction earlier was that as essential as this is to our food produc-
tion in America, as essential as I know you know it is, it seems to
me that your response was just a bit tepid given the urgency of
this.

And so I wanted to emphasize this point: That the numbers that
I hear out of the industry are that there are perhaps 406 trillion
cubic feet of natural gas on the Outer Continental shelf. Why
would we not want to open that whole thing up and immediately,
in one fell swoop, save the natural gas and fertilizer industry in
America?

Mr. McGREGOR. I will replace my tepid comment with a passion-
ate one.

We need to protect and enhance what remains of our ability to
produce nutrients needed to grow foodstuffs for Americans and peo-
ple overseas. There could be little else that would be as urgent as
that. We need help and we need it soon.

Mr. KING. The Chair thanks the gentleman for his passion and
all the witnesses for their testimony. We appreciate the record that
you have helped build here today and your contribution to this fu-
ture policy that we will be developing out of this Agriculture Com-
mittee.

And, again, I thank you and dismiss you and ask the next set
of panelists to please step forward and be seated.

Thank you, gentlemen.

Now that the second panel is seated, I welcome you as witnesses
before this committee and make the introductions of the witnesses.

First, Ms. Audrae Erickson, who is president of the Corn Refin-
ers Association from Washington, DC; Mr. Mike Malecha, senior
vice president of US Bioenergy on behalf of the National Grain and
Feed Association from Inver Grove, Minnesota; Mr. Rick Schwein,
senior vice president of Grain Millers, Inc., on behalf of the North
American Millers Association from Eden Prairie, Minnesota; Ms.
Sharon Clark, vice president of the transportation, Grain, and Oil-
seed Division of Perdue Farms, Incorporated, on behalf of the Alli-
ance for Agricultural Growth and Competitiveness, from Salisbury,
Maryland; Mr. Paul Palmby, executive vice president and chief op-
erating officer of Seneca Foods Corporation, on behalf of the
Canned-Frozen Food and Growers Coalition, from Janesville, Wis-
consin; and Mr. Fred Hensler, commercial director of Mars, Inc., on
behalf of the Sweetener Users Association, from Hackettstown,
New Jersey.

Initially, I would recognize Ms. Erickson and please begin when
you are ready, Ms. Erickson.

STATEMENT OF AUDRAE ERICKSON, PRESIDENT, CORN
REFINERS ASSOCIATION

Ms. ERICKSON. Thank you, Mr. Chairman and members of the
committee. Thank you for the opportunity to share the views of the
Corn Refiners Association.
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The Corn Refiners Association, or CRA, represents the corn wet
milling industry and has done so since 1913. Our members produce
a number of products for food use—highly specialized corn starch-
es, corn oil, corn sweeteners, to name a few, among others—as well
as animal feed products like corn gluten feed and corn glutenmeal
and a number of products for industrial use such as ethanol and
bioplastics. We process up to 17 percent of the annual corn crop for
nonethanol products alone each year.

Our industry has formulated a position for the 2007 farm bill, a
position that stems largely from being a victim of a long-standing
trade dispute that has cost our industry more than $4 billion over
the past 10 years. In specifics, the CRA has no higher priority than
the long-term, permanent resolution of the decade-long high fruc-
tose corn dispute with Mexico; and the permanent resolution of this
issue is linked to the operation of the U.S. Sugar Program, an issue
of key consideration for the next farm bill.

Specifically, the long-term resolution of the dispute rests on two-
way free trade in sweeteners between the United States and Mex-
ico, as envisioned by the NAFTA, effective January 1, 2008. How
the U.S. Sugar Program is structured under the next farm bill is
crucial to ensuring that the free trade promise under the NAFTA
is {lealized in 2008 not only for our industry, but many others as
well.

If any element of the Sugar Program restricts or otherwise ne-
gates free trade in sugar between the United States and Mexico,
then corn sweeteners will be taken hostage yet again. Mexico will
simply stop imports of our high-quality sweetener at cost and loss
of jobs to our industry.

It is imperative that the next farm bill not limit imports of sugar
from Mexico through marketing allotment provisions or some other
mechanism. To do so would be in strict violation of U.S. commit-
ments under the NAFTA, an agreement that has been highly bene-
ficial for U.S. agriculture exports including beef, pork, poultry,
dairy, corn, soybean meal, apples, dryable beans and rice.

If the U.S. does not live up to its NAFTA commitments for sugar,
we can be certain that Mexico will be under intense political pres-
sure to nullify its NAFTA free trade commitments for these high-
value U.S. exports, because these are Mexico’s import sensitivities.
Net farm income will drop precipitously if the Mexican market, a
top export destination for many of these exports, is shut off.

As you know, the 1.532 million short-term import trigger estab-
lished under the marketing allotments in the 2002 farm bill cur-
rently enables only about 276,000 short terms of imports of sugar,
and that would encompass not only imports from Mexico, but other
bilateral free trade partners as well; and that would be above and
beyond what we owe to the WTO. In short, the existing market al-
lotment trigger for sugar imports from Mexico would be incompat-
ible with our NAFTA obligations if continued in the next farm bill.

No sugar provision should stand in the way or act as a limit to
full implementation of two-way trade in sweeteners, as I men-
tioned. The CRA will not be in a position to support the U.S. Sugar
Program in the next farm bill if imports of Mexican sugar are sub-
jected to or limited by marketing allotments or any other aspect of
the Sugar Program.
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For further consideration by this committee, it is clear that the
Sugar Program as is currently constructed will no longer be a no-
net-cost program beginning in 2008. As forecasted by the Congres-
sional Budget Office, the program will begin to incur taxpayer costs
in 2008 with annual costs averaging $248 million from the years
2008 through 2016, and reaching $340 million annually by 2016.
These projected costs are a direct result of the anticipated imports
of sugar from Mexico.

Finally, the corn gluten milling industry is very supportive of the
efforts of the Sweetener Users Association, who will testify momen-
tarily, to reach out to the broader sweetener industry, including
sugar growers and refiners, to formulate a sugar policy that main-
tains a viable sweetener economy and is beneficial for all aspects
of the sweetener industry, including the corn refiners.

We thank you for the opportunity to testify before this commit-
tee, and hope that our comments concerning the need to ensure full
implementation of U.S. commitments for free trade in sugar with
Mexico will be fully incorporated in the sugar provision of the next
farm bill.

Thank you.

[The prepared statement of Ms. Erickson appears at the conclu-
sion of the hearing.]

Mr. KiNG. Thank you Ms. Erickson.

The Chair recognizes Mr. Malecha for his testimony.

STATEMENT OF MIKE MALECHA, SENIOR VICE PRESIDENT, US
BIOENERGY CORPORATION

Mr. MALECHA. Thank you, Mr. Chairman. I am Mike Malecha,
and I am senior vice president of US Bioenergy Corporation, based
in Inver Grove Heights, Minnesota. I have over 30 years’ experi-
ence in the food, feed and industrial agriculture industry. US Bio-
energy is a producer-marketer of ethanol and distillers grains.

I am on the board of the NGFA, National Grain and Feed Asso-
ciation, and my background in both the traditional agriculture
business and the expanding ethanol business gives me a perspec-
tive on the biofuels revolution that may shape the needs and the
revision of farm policy.

The NGFA has a long history of leadership and involvement in
agricultural policy issues, a testament to the importance of these
issues that play in U.S. agricultural competitiveness and our indus-
try’s ability to grow its economic base and serve domestic and
world markets.

To continue to have opportunities to expand in all sectors of agri-
culture and remain globally competitive, NGFA has identified four
major priorities for the next farm bill:

First, understanding how large and how fast the biofuels market
will grow, and to craft policies that foster production to meet this
demand to serve all grain-dependent sectors;

Second, adjusting the conservation reserve program to provide
opportunities for U.S. agricultural growth, while enhancing protec-
tion of environmentally sensitive lands;

Third, developing farm programs that provide opportunities to
take advantage of market potential and minimize further trade dis-
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ruption brought about by litigation under the World Trade Organi-
zation; and

Fourth, minimizing Government involvement in grain stocks-
holding to avoid price depressing impacts on agriculture markets.

By far the single most important development that will affect
supply-demand balance sheets, commodity prices, and the pattern
of growth in various U.S. agricultural sectors in the next 5 years
will be the development rate of the biofuels industry.

For the NGFA, biofuels is not a food versus fuel issue. In fact,
we count among our membership the largest ethanol producer, the
largest biodiesel producer, the largest commercial feed manufactur-
ers, the largest grain exporters and some of the largest poultry in-
tegrators in the United States, as well as several very large food
companies. Each may have a different focus, but they share one im-
portant priority: ensuring a sufficient supply of grains and oilseeds
to meet demand.

For the NGFA and its member companies, the biofuels issue is
a resource capacity issue, particularly with respect to the land and
to transportation. Forecasts regarding the ethanol industry’s likely
expansion rate in coming years range from USDA’s most recent es-
timate of 10 billion gallons of capacity achieved by 2012 to some
private estimates that forecast production will exceed 10 billion
gallons in less than 3 years.

Estimates suggest that 35 percent or more of the corn crop could
be utilized for ethanol during the life of the next 5-year farm bill.
Today, provided projected ethanol returns remain reasonably
healthy, the market has the capacity and the financial backing to
add roughly 2 billion gallons of ethanol capacity every year, rep-
resenting more than 700 million bushels of new corn demand each
and every year. And the bottom line is that impacts could be huge.

To avoid supply disruptions to all users of corn, the market needs
to have the opportunity to bid more acres into corn production. Rec-
ognizing that there will be some annual improvements in yield,
there are only two substantial ways to accomplish that: one, to pull
acres now used for other crops into corn production; or implement
policies flexible enough to permit the market to bid for productive,
nonenvironmentally sensitive land expiring from CRP.

Over the life of the next farm bill, it is entirely conceivable that
the United States will require an additional 8 million to 10 million
planted acres of corn to avoid triggering sharp declines in livestock
profitability, supply interruptions and long-term export market
issues. Without some reductions to idle CRP acres, other crops
could lose substantial planted acres.

NGFA certainly recognizes the importance of conservation meas-
ures; however, there is also a need to support U.S. agricultural
growth and a healthy rural economy. As such, the NGFA supports
conservation programs that foster sound farmland conservation
and environmental stewardship practices while reducing the idling
of productive land resources.

In context, we believe several CRP policy options merit consider-
ation, such as reducing the current statutory cap on CRP enroll-
ments, placing a statutory limit on annualized authorized funding
levels and/or altering rental rates that are established to ensure
Government does not overpay for subsidized item programs. Gov-
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ernment bidding for productive CRP acres in competition with the
private sector hampers efficiency and dampens U.S. agricultural
growth.

Regardless of the method, it is critical for the long-term viability
of the U.S. grain and oilseed industry to provide sufficient flexibil-
ity to bring idle cropland back into production when market condi-
tions warrant.

Another consideration for Congress is adjusting CRP to ensure
that any acres that exist exit the program on an even footing with
other base acres with respect to farm program payment eligibility.
Unless such equity is achieved, there will be significant economic
disincentive to restore nonenvironmentally sensitive CRP acres to
production.

The NGFA believes that refinements to the CRP will be essential
to obtain the increased number of corn and soybean acres likely to
be needed to support a growing biofuels industry while meeting the
demand for corn from export, livestock and poultry markets as well
as food processors.

Hiring protective farm land runs counter to the support Congress
and the administration has shown to biofuels and creating opportu-
nities for growth. NGFA is not alone in expressing concerns about
CRP. The message is a wide range for U.S. agriculture is clear.

Thank you.

[The prepared statement of Mr. Malecha appears at the conclu-
sion of the hearing.]

Mr. KiNG. I thank the gentleman and recognize Mr. Schwein for
his testimony.

STATEMENT OF RICK L. SCHWEIN, SENIOR VICE PRESIDENT,
GRAIN MILLERS, INC., EDEN PRAIRIE, MN, ON BEHALF OF
THE NORTH AMERICAN MILLERS’ ASSOCIATION

Mr. ScHWEIN. Thank you, Mr. Chairman and other members of
the committee.

I am Rick Schwein. I am senior vice president with Grain Mil-
lers, Incorporated. We are a privately owned processor
headquartered near Minneapolis.

We employ about 350 people in our mills and packaging plants
in the United States. We operate oat mills in St. Ansgar, Iowa and
Oregon as well as a mill in Canada. We pack private label and
branded hot cereals and process and blend wheat, barley and rye
and other grains to meet the growing demand for whole grain prod-
ucts.

I have been in the grain and milling industry for more than 30
years and am here today representing the North American Millers’
Association. NAMA’s members produce more than 160 million
pounds of mill grain products from wheat, oat and dry meal corn
products every day, over 95 percent of the industry capacity.

The food millers of oats in the country will use about 120 million
bushels of oats this year, over 90 percent of which are imported.
Last year, in 2006, the crop was merely 107 million bushels. That
is the lowest level of oat production in the country since the USDA
has been keeping records just shortly after the Civil War when
President Lincoln created the department.
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Over the last 20 years, we have seen planted oat acreage col-
lapse. Mills have shut down. Hundreds of jobs have been lost in the
oat industry. And we see—as Congressman Peterson mentioned
earlier, we see the dilemma in this industry in oats today is exactly
where the wheat industry is headed if the crisis—the developing
crisis in wheat isn’t addressed. The area planted to wheat has
dropped by 18 million acres, or 24 percent, in just the last 10 years.

Not too many years ago—certainly when I got started in the in-
dustry and much more recently than that—the thought that the
Unites States would import cereal grains was simply unthinkable.
Now, however, we are all eating imported oatmeal every day and
in most years U.S. millers are importing hardwood Spring wheat
for bread and bin wheat for pasta to supplement the shortage in
the U.S. crop.

There are a lot of reasons for this precipitous decline in wheat
and oats, but today I focus on two factors: the farm program and
the conservation reserve program.

If we look at the Federal farm program, it is clearly telling our
producers around the country, Uncle Sam is saying don’t plant
wheat. Don’t plan oats. Plant corn. Plant beans. Plant other minor
crops with high support prices, but don’t plants wheat or oats.

We think what we need is to look at the situation and develop
a farm program that doesn’t discourage production of one crop but
rather supports multiple decisions by the producers.

In addition to the problems with the farm program, we have
heard it said this morning, since 1986, the CRP has idled as much
as 36 million acres of land, and that is principally concentrated in
wheat- and oat-growing regions. Now absolutely some of that land
is highly erodible, never should have been planted to crops in the
first place and should remain in some conservation program. How-
ever, a big share of that acreage could be farmed today in environ-
mentally sustainable ways.

As we look ahead, NAMA believes that, with courageous action
in the new farm bill, Congress has an opportunity to breathe life
into this vital food-strategic industry for whatever amount of
money Congress deems appropriate to provide as a safety net for
growers. We implore you to look for mechanisms for distributing
that money in ways that do not distort or influence producer or
planting decisions. We must end up with a farm bill that allows the
markets to determine what needs to be planted. My colleagues, the
wheat and oat millers, are more than willing to compete with proc-
essors of competing crops to encourage farmers to plant more of the
grains that we need through higher prices, but we can’t compete
with the deep pockets of the U.S. Treasury.

We support retaining truly environmentally sustainable land. We
believe environmental goals can best be met by focusing conserva-
tion dollars on waterway filter strips and similar areas which pro-
vide the best return on that investment. But retiring entire wheat
farms doesn’t seem to make a lot of sense.

Another benefit or possible direction for the release of some of
these CRP acreage is to look at converting that land into organic
grain production. It is the largest growing segment in the demand
for processed grains that we have, and that acreage would be ideal-
ly situated to moving into organic production.
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We also need to look at the CRP rules to add flexibility so grow-
ers can respond to the market signals like higher prices without ex-
treme penalties, as currently is the case.

There should be little doubt that the U.S. is going to need these
extra acres. Mike just mentioned we are going to need over 10 mil-
lion acres of corn over the next 3 or 4 years. That is an increase
of about 13 percent, but where will these acres come from? Oats
have nothing left to give. That is all gone already, and wheat is
headed for the same crisis.

Failure to significantly reform the CRP could mean that reducing
our dependence on foreign oil may result in an increased demand
for dependence on foreign grain. I find it the height of irony that
the U.S. Government through the Food and Drug Administration
in the U.S. 2005 dietary guidelines were encouraging consumers to
eat more grains, but, at the same time, we are very directly dis-
couraging growers from producing those very same grains.

We believe Congress has a major opportunity to improve condi-
tions for the entire wheat and oat value chain from producer
through the end consumer. This can be achieved, we believe, by re-
forming the farm program to reduce the Government-caused distor-
tions of production decisions and by reforming the CRP to allow
sustainable acres back into production.

Mr. Chairman, thank you very much. I am delighted to have the
opportunity to address the committee today.

Mr. KiNG. Thank you, Mr. Schwein.

[The prepared statement of Mr. Schwein appears at the conclu-
sion of the hearing.]

Mr. KING. Ms. Clark.

STATEMENT OF SHARON CLARK, VICE PRESIDENT, TRANS-
PORTATION, GRAIN AND OILSEED DIVISION, PERDUE FARMS
INCORPORATED, SALISBURY, MD, ON BEHALF OF THE ALLI-
ANCE FOR AGRICULTURAL GROWTH AND COMPETITIVE-
NESS

Ms. CLARK. Thank you, Mr. Chairman, for the opportunity to
participate in this important and very timely hearing regarding a
new farm bill. On behalf of the Alliance for Agricultural Growth
and Competitiveness, or the AAGC, I appreciate your invitation to
share the Alliance’s recommendations to help enhance U.S. agri-
culture’s ability to meet the demands of expanding markets at
home and abroad.

My name is Sharon Clark, and I am vice president of transpor-
tation for Perdue Farm’s Grain and Oilseed Division.
Headquartered in Salisbury, Maryland, Perdue Farms is a major
producer of agricultural products, from refined soybean oil to feed
ingredients to poultry.

Agriculture is in a period of dramatic change, becoming a source
of energy as well as food and fiber for global consumers. During the
years ahead, the growth and demand for agricultural products is
expected to be strong. Hundreds of millions of people in the large
population countries of Asia are earning more income and upgrad-
ing their diet to include more meat, poultry and dairy products.
Around the world, the high cost of energy is pushing agriculture to-
ward ethanol and biodiesel production. Within the U.S., the de-
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mand for corn for ethanol use is expected to grow by 30 percent a
year over the next couple of years, with a likely doubling of corn
use for ethanol to nearly 3 billion bushels to 2010 or shortly there-
after. U.S. biodiesel production from vegetable oils and soybean oils
and other oils is expected to grow even faster, although from a
smaller base.

The AAGC respectfully reminds policymakers of the tremendous
importance of the domestic livestock and poultry sector when for-
eign policy changes are being considered. The period ahead offers
great opportunities for growth in U.S. agriculture so long as our ag-
ricultural base remains competitive and U.S. farm policies and pro-
grams that market base choices decide the future balance among
users and allows full production on productive U.S. farm land.

One of the most important elements of a new farm bill is to suc-
cessfully address the increasing demands on agriculture for food
and energy. The AAGC respectfully submits the following rec-
ommendations:

First, the Congress should allow some of the non-erodible, non-
environmentally sensitive land in the CRP to respond to market
signals to return to agricultural production. This is critical to U.S.
agriculture because there could come a time in the years ahead, es-
pecially if unfavorable weather should occur, when U.S. agriculture
may not be able to meet the increased demands for ethanol and
biodiesel while meeting the needs of U.S. production of poultry,
livestock products and exports. We are entering an era where fuel
will be competing with food for U.S. agriculture products, and it is
vital that all viable acreage be available to come into production to
ensure adequate supply of grain and field for fuel and food.

Second, the Congress should proceed on schedule to draft and
enact a new multi-year year farm bill in 2007. The U.S. needs a
new farm bill that modifies current programs to assure the U.S. re-
mains competitive and can take advantage of the growth opportuni-
ties ahead. Further, a new farm bill is necessary to address World
Trade Organization obligations. Addressing those obligations now
in a positive manner through a new farm bill will allow the U.S.
to advance an aggressive international trade agenda that will im-
prove the outlook for growth in the agriculture growth sector. Oth-
erwise, in the years ahead major crops will be subject to the uncer-
tainty of trade litigation in the WTO and we may be faced with a
need to alter farm programs mid-stream or, worse, face trade litiga-
tion.

Third, the Congress should continue its current policy of not sup-
porting Government storage programs. Programs which pay for
storage of grains and oil seeds compete with and replace storage
that is normally provided by producers commercials to carrying
charges in the market. In addition, Government-controlled stocks
want the price signals needed by the producers to react to changing
market conditions.

Fourth and finally, the Congress should move towards less mar-
ket-distorting income support programs. Direct income support
payments tend to be the least market distorting, allowing produc-
ers to react to the rapidly changing markets expected in the period
just ahead.
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Mr. Chairman, I have submitted written copies of my testimony
and request that they be accepted into the record. Thank you for
the opportunity to speak.

Mr. KiNG. Your documents will be accepted into the record with-
out objection.

[The prepared statement of Ms. Clark appears at the conclusion
of the hearing.]

Mr. KING. The Chair recognizes Mr. Palmby.

STATEMENT OF PAUL PALMBY, EXECUTIVE VICE PRESIDENT
AND CHIEF OPERATING OFFICER, SENECA FOODS COR-
PORATION, JANESVILLE, WI, ON BEHALF OF THE CANNED-
FROZEN FOOD AND GROWERS COALITION

Mr. PALMBY. Thank you, Mr. Chairman and members of the com-
mittee. I am Paul Palmby, executive vice president and chief oper-
ating officer of Seneca Foods Corporation.

Seneca Foods is the largest food and vegetable processor in the
country, with 22 plants located in New York, Wisconsin, Min-
nesota, Illinois, Idaho and California. We contract directly with
over 3,000 producers for over 300,000 acres to supply our plants
with raw product.

Mr. Chairman, I would like to thank you and Mr. Peterson for
the opportunity to testify today on behalf of Seneca’s 12,000-plus
full-time and seasonal employees as well as the Canned, Frozen
Food and Grower Coalition. CFFGC is a coalition of food and vege-
table farmers, processors, trade associations and others from across
the Midwest which seeks flexibility for farmers to diversify by pro-
ducing fruits and vegetables for processing. The principal vegeta-
bles at issue are tomatoes, sweet corn, green beans, peas, pump-
kins, lima beans, cabbage and red beets, all grown under contract
for processing.

I would like to emphasize that the 2002 farm bill FAV production
restrictions are not a processor problem so much as a problem for
agriculture in the Midwest. The most direct and substantial dam-
age caused by the FAV restrictions is borne by producers seeking
to diversify. When Charlotte Ousley’s husband was killed in a
farming accident, the Farm Service Agency wrote her to say that
she and her children would not be allowed to continue vegetable
production under her late husband’s grower history.

Each year, as growers across the Midwest are forced out of the
vegetable production or choose to stop growing fruit and vegetables
for processing, the supply of fruits and vegetable for processors is
reduced. The accumulating loss of growers poses a long-term threat
to the processing industry, creating a substantial opportunity for
our primary competition: foreign producers of processed fruits and
vegetables.

Seneca foods is currently the largest exporter of canned vegeta-
bles, with nearly 10 percent of our revenues derived from sales to
over 60 countries. Having traveled in the last 24 months to both
Thailand and Brazil, I can report firsthand that their quality is im-
proving, their productive capacity is expanding, and their efficiency
is increasing. There is simply no question as to whether they will
nfl‘at%h our domestic quality and consistency. It is merely a question
of when.
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The factors limiting U.S. competitiveness, like the restrictions on
fruit and vegetable production, are a serious threat to our U.S. veg-
etable processing industry.

Mr. Chairman, the 2002 farm bill FAV restrictions have hurt
U.S. vegetable processing for three basic reasons:

First, when soybeans became a program crop under the 2002
farm bill, practically all of the quality farmland in the Midwest
came under the FAV production restrictions.

Second, restrictions on FAV production have proven to be un-
workable. Allowances for fruit and vegetable production due to
farm history do not provide for reasonable crop rotation. Restric-
tions on the use of producer history by family members have prov-
en unreasonable.

Third, many landlords in the Midwest now refuse to allow FAV
production on their land out of concern that a future recalculation
of base acreage may result in a loss of base.

In combination, these restrictions reduce the availability of land
for FAV production. Fortunately, there is a very good solution:
Farm Flex. Mr. Pence’s legislation, H.R. 2045, would permit pro-
duction of vegetables for processing on program acres provided that
an acre-for-acre reduction in program grant payments occurs. In
addition, Farm Flex would clarify that Congress intends any future
recalculation of base acreage to treat FAV grown for processing on
base acreage the same as production of a program crop.

Farm Flex would allow farmers greater flexibility, reinforce fam-
ily farm policies, remove an encumbrance on the international com-
petitiveness of the U.S. vegetable process industry an even reduce
Government expenditures. Farm Flex would not harm fresh vegeta-
ble producers.

Prior to the 2002 farm bill, there was abundant land available
for production of fruits and vegetables without restrictions. If Mid-
west-grown produce were a threat to take over the fresh market,
it certainly would have occurred prior to 2002 when land was read-
ily available for that purpose. It did not happen. Under Farm Flex,
there would be far less potential for Midwest production of fresh
vegetables than prior to the 2002 farm bill. After all, Farm Flex
only permits production of fruits and vegetables for processing.

Mr. Chairman, if competitiveness issues like FAV restrictions re-
main in place, it will only be a matter of time before American
canned corn is replaced by corn from Thailand, Brazil and China.

Mr. Chairman and the members of the committee, thank you. I
appreciate your consideration of our concern and will be pleased to
answer any questions you might have.

[The prepared statement of Mr. Palmby appears at the conclu-
sion of the hearing.]

Mr. KiNG. Thank you, Mr. Palmby.

The Chair would recognize Mr. Hensler for his testimony.

STATEMENT OF FRED HENSLER, COMMERCIAL DIRECTOR,
MARS, INC., HACKETTSTOWN, NJ, ON BEHALF OF THE
SWEETENER USERS ASSOCIATION

Mr. HENSLER. Mr. Chairman and members of the committee,
thank you for the opportunity to testify at this hearing on the 2007
farm bill.
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I am the commercial director for raw materials for Mars, Incor-
porated. I am testifying today in my capacity as first vice chairman
of the Sweetener Users Association.

As sugar users, we want and need a strong and healthy domestic
sugar industry that commands beet and cane producers, processors
and independent cane refiners.

We see some real problems with the current Sugar Program.
That doesn’t mean we advocate that the United States eliminate its
policy. Instead, we should come together as an industry—growers,
processors, refiners and users alike—to arrive at a consensus on
the best Government policy.

The Sugar Program is different from the Government support
policies of other commodities in several aspects. Two of the most
important differences are import quotas and marketing allotments.
Few other commodity programs rely on import quotas, and none
rely on marketing allotments.

The turbulent sugar markets of the past year have highlighted
some deficiencies in the current program. Obviously, the Sugar
Program did not cause last year’s hurricanes; and the markets
would have reacted no matter what the policies were that were in
place at the time.

The question is whether the current Sugar Program reacted well
to sudden shocks; and, unfortunately, it did not. For example, even
after the hurricanes had done significant damage to the Louisiana
sugar crop and it closed a major cane refinery, there was still per-
fectly good sugar that processors were willing to sell and industrial
users were more than willing to buy but which could not be legally
sold because of the allotment system. Eventually, the USDA did
free up the sugar; and I want to commend them for many acts that
they took in the wake of the hurricanes. But it should not be nec-
essary for the Federal Government to give buyers and sellers per-
mission to enter into commercial transactions.

One of the fundamental problems with the current sugar policy
is that it puts the Government in between buyers and sellers, often
to the detriment of the market needs. In my testimony, I have cited
other problems that occur in a tight market. I don’t want to leave
the impression that the Sugar Program works fine in tight mar-
kets. It doesn’t. In fact, the history of the Sugar Program over the
past 25 years has more often been a history of surplus domestic
production rather than shortages. Surplus domestic production is
not in the long-term interest of the industry and should not be a
policy goal any more than a short-term market should be.

Looking briefly towards the future, Mr. Chairman, we believe
that there are compelling reasons to revise the Sugar Program. Do-
mestic sugar use is flat, and close to 10 percent of the domestic
sugar demand is being filled by imported sugar-containing prod-
ucts. The incentives to expand these products is directly related to
the typically wide spread between the U.S. and world sugar price.

The structure of the current Sugar Program has been associated
with the loss of thousands of manufacturing jobs. This was docu-
mented in a recent Commerce Department study. Unfortunately,
the situation has gotten worse. From 1997 through 2004, Govern-
ment statistics now show that food and beverage sectors using
sugar actually lost 70,000 jobs—almost a 10 percent decline—even
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as food and beverage sectors that do not use sugar saw job growth
of 4 percent, or about 35,000 jobs.

Finally, trade policies factor including an open border with Mex-
ico in less than 2 years; and the prospect of increased export obli-
gations under trade agreements strongly suggest the need to think
about alternative sugar policies. The current program is not sus-
tainable in the face of trade realities.

Mr. Chairman, we believe that future Sugar Programs should be
redesigned to be more closely aligned with the realities of world
trade while still protecting producer income and promoting greater
market orientation. A variety of programs could be consistent with
these principles. For example, the committee might decide to make
the Sugar Program like other farm programs with marketing loans,
direct payments, counter-cyclical payments. That is exactly what
this committee did with the peanut program in 2002 when the pro-
gram faced challenges that were quite similar to those now facing
the Sugar Program. SUA could support a range of alternatives if
they achieved our reform goals.

Let me also emphasize there might be acceptable reform options
that do not involve direct payments to producers or processors.

We believe change is coming and that all of us will be better ad-
vised to work together towards a sustainable policy that will meet
the needs of all stakeholders. We believe those goals are also
shared by this committee, and we look forward to working with you
as you develop your next farm bill.

Thank you for this opportunity.

[The prepared statement of Mr. Hensler appears at the conclu-
sion of the hearing.]

The CHAIRMAN [presiding]. Thank you, Mr. Hensler.

Let me start by asking as many members of the panel as care
to answer the question. Several have discussed the negat